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The data processing service constitutes un-
related trade or business because it is pro-
vided at a fee in excess of cost. The food 
service satisfies all three requirements of 
paragraph (a) of this section and does not 
constitute unrelated trade or business. 

(d) Effective date. Section 513(e) and 
this section apply to taxable years be-
ginning after December 31, 1953. 

[T.D. 8075, 51 FR 5322, Feb. 13, 1986; 51 FR 
8490, Mar. 12, 1986] 

§ 1.513–7 Travel and tour activities of 
tax exempt organizations. 

(a) Travel tour activities that con-
stitute a trade or business, as defined 
in § 1.513–1(b), and that are not substan-
tially related to the purposes for which 
exemption has been granted to the or-
ganization constitute an unrelated 
trade or business with respect to that 
organization. Whether travel tour ac-
tivities conducted by an organization 
are substantially related to the organi-
zation’s exempt purpose is determined 
by looking at all relevant facts and cir-
cumstances, including, but not limited 
to, how a travel tour is developed, pro-
moted and operated. Section 513(c) and 
§ 1.513–1(b) also apply to travel tour ac-
tivity. Application of the rules of sec-
tion 513(c) and § 1.513–1(b) may result in 
different treatment for individual tours 
within an organization’s travel tour 
program. 

(b) Examples. The provisions of this 
section are illustrated by the following 
examples. In all of these examples, the 
travel tours are priced to produce a 
profit for the exempt organization. The 
examples are as follows: 

Example 1. O, a university alumni associa-
tion, is exempt from federal income tax 
under section 501(a) as an educational orga-
nization described in section 501(c)(3). As 
part of its activities, O operates a travel tour 
program. The program is open to all current 
members of O and their guests. O works with 
travel agencies to schedule approximately 10 
tours annually to various destinations 
around the world. Members of O pay $x to 
the organizing travel agency to participate 
in a tour. The travel agency pays O a per 
person fee for each participant. Although the 
literature advertising the tours encourages 
O’s members to continue their lifelong learn-
ing by joining the tours, and a faculty mem-
ber of O’s related university frequently joins 
the tour as a guest of the alumni associa-
tion, none of the tours includes any sched-
uled instruction or curriculum related to the 

destinations being visited. The travel tours 
made available to O’s members do not con-
tribute importantly to the accomplishment 
of O’s educational purpose. Rather, O’s pro-
gram is designed to generate revenues for O 
by regularly offering its members travel 
services. Accordingly, O’s tour program is an 
unrelated trade or business within the mean-
ing of section 513(a). 

Example 2. N is an organization formed for 
the purpose of educating individuals about 
the geography and culture of the United 
States. It is exempt from federal income tax 
under section 501(a) as an educational and 
cultural organization described in section 
501(c)(3). N engages in a number of activities 
to accomplish its purposes, including offer-
ing courses and publishing periodicals and 
books. As one of its activities, N conducts 
study tours to national parks and other loca-
tions within the UnitedStates. The study 
tours are conducted by teachers and other 
personnel certified by the Board of Edu-
cation of the State of P. The tours are di-
rected toward students enrolled in degree 
programs at educational institutions in P, as 
reflected in the promotional materials, but 
are open to all who agree to participate in 
the required study program. Each tour’s 
study program consists of instruction on 
subjects related to the location being visited 
on the tour. During the tour, five or six 
hours per day are devoted to organized 
study, preparation of reports, lectures, in-
struction and recitation by the students. 
Each tour group brings along a library of 
material related to the subject being studied 
on the tour. Examinations are given at the 
end of each tour and the P StateBoard of 
Education awards academic credit for tour 
participation. Because the tours offered by N 
include a substantial amount of required 
study, lectures, report preparation, examina-
tions and qualify for academic credit, the 
tours are substantially related to N’s edu-
cational purpose. Accordingly, N’s tour pro-
gram is not an unrelated trade or business 
within the meaning of section 513(a). 

Example 3. R is a section 501(c)(4) social 
welfare organization devoted to advocacy on 
a particular issue. On a regular basis 
throughout the year, R organizes travel 
tours for its members to Washington, DC. 
While in Washington, the members follow a 
schedule according to which they spend sub-
stantially all of their time during normal 
business hours over several days attending 
meetings with legislators and government 
officials and receiving briefings on policy de-
velopments related to the issue that is R’s 
focus. Members do have some time on their 
own in the evenings to engage in rec-
reational or social activities of their own 
choosing. Bringing members to Washington 
to participate in advocacy on behalf of the 
organization and learn about developments 
relating to the organization’s principal focus 
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is substantially related to R’s social welfare 
purpose. Therefore, R’s operation of the trav-
el tours does not constitute an unrelated 
trade or business within the meaning of sec-
tion 513(a). 

Example 4. S is a membership organization 
formed to foster cultural unity and to edu-
cate X Americans about X, their country of 
origin. It is exempt from federal income tax 
under section 501(a) and is described in sec-
tion 501(c)(3) as an educational and cultural 
organization. Membership in S is open to all 
Americans interested in the X heritage. As 
part of its activities, S sponsors a program of 
travel tours to X. The tours are divided into 
two categories. Category A tours are trips to 
X that are designed to immerse participants 
in the X history, culture and language. Sub-
stantially all of the daily itinerary includes 
scheduled instruction on the X language, his-
tory and cultural heritage, and visits to des-
tinations selected because of their historical 
or cultural significance or because of in-
structional resources they offer. Category B 
tours are also trips to X, but rather than of-
fering scheduled instruction, participants 
are given the option of taking guided tours 
of various X locations included in their 
itinerary. Other than the optional guided 
tours, Category B tours offer no instruction 
or curriculum. Destinations of principally 
recreational interest, rather than historical 
or cultural interest, are regularly included 
on Category B tour itineraries. Based on the 
facts and circumstances, sponsoring Cat-
egory A tours is an activity substantially re-
lated to S’s exempt purposes, and does not 
constitute an unrelated trade or business 
within the meaning of section 513(a). How-
ever, sponsoring Category B tours does not 
contribute importantly to S’s accomplish-
ment of its exempt purposes and, thus, con-
stitutes an unrelated trade or business with-
in the meaning of section 513(a). 

Example 5. T is a scientific organization en-
gaged in environmental research. T is ex-
empt from federal income tax under section 
501(a ) as an organization described in sec-
tion 501(c)(3). T is engaged in a long-term 
study of how agricultural pesticide and fer-
tilizer use affects the populations of various 
bird species. T collects data at several bases 
located in an important agricultural region 
of country U. The minutes of a meeting of 
T’s Board of Directors state that, after 
study, the Board has determined that non- 
scientists can reliably perform needed data 
collection in the field, under supervision of 
T’s biologists. The Board minutes reflect 
that the Board approved offering one-week 
trips to T’s bases in U, where participants 
will assist T’s biologists in collecting data 
for the study. Tour participants collect data 
during the same hours as T’s biologists. Nor-
mally, data collection occurs during the 
early morning and evening hours, although 
the work schedule varies by season. Each 

base has rustic accommodations and few 
amenities, but country U is renowned for its 
beautiful scenery and abundant wildlife. T 
promotes the trips in its newsletter and on 
its Internet site and through various con-
servation organizations. The promotional 
materials describe the work schedule and 
emphasize the valuable contribution made 
by trip participants to T’s research activi-
ties. Based on the facts and circumstances, 
sponsoring trips to T’s bases in country U is 
an activity substantially related to T’s ex-
empt purpose, and, thus, does not constitute 
an unrelated trade or business within the 
meaning of section 513(a). 

Example 6. V is an educational organization 
devoted to the study of ancient history and 
cultures and is exempt from federal income 
tax under section 501(a) as an organization 
described in section 501(c)(3). In connection 
with its educational activities, V conducts 
archaeological expeditions around the world, 
including in the Y region of country Z. In co-
operation with the National Museum of Z, V 
recently presented an exhibit on ancient civ-
ilizations of the Y region of Z, including arti-
facts from the collection of the Z National 
Museum. V instituted a program of travel 
tours to V’s archaeological sites located in 
the Y region. The tours were initially pro-
posed by V staff members as a means of edu-
cating the public about ongoing field re-
search conducted by V. V engaged a travel 
agency to handle logistics such as accom-
modations and transportation arrangements. 
In preparation for the tours, V developed 
educational materials relating to each ar-
chaeological site to be visited on the tour, 
describing in detail the layout of the site, 
the methods used by V’s researchers in ex-
ploring the site, the discoveries made at the 
site, and their historical significance. V also 
arranged special guided tours of its exhibit 
on the Y region for individuals registered for 
the travel tours. Two archaeologists from V 
(both of whom had participated in prior ar-
chaeological expeditions in the Y region) ac-
companied the tours. These experts led guid-
ed tours of each site and explained the sig-
nificance of the sites to tour participants. At 
several of the sites, tour participants also 
met with a working team of archaeologists 
from V and the National Museum of Z, who 
shared their experiences. V prepared pro-
motional materials describing the edu-
cational nature of the tours, including the 
daily trips to V’s archaeological sites and 
the educational background of the tour lead-
ers, and providing a recommended reading 
list. The promotional materials do not refer 
to any particular recreational or sightseeing 
activities. Based on the facts and cir-
cumstances, sponsoring trips to the Y region 
is an activity substantially related to V’s ex-
empt purposes. The scheduled activities, 
which include tours of archaeological sites 
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led by experts, are part of a coordinated edu-
cational program designed to educate tour 
participants about the ancient history of the 
Y region of Z and V’s ongoing field research. 
Therefore, V’s tour program does not con-
stitute an unrelated trade or business within 
the meaning of section 513(a). 

Example 7. W is an educational organiza-
tion devoted to the study of the performing 
arts and is exempt from federal income tax 
under section 501(a) as an organization de-
scribed in section 501(c)(3). In connection 
with its educational activities, W presents 
public performances of musical and theat-
rical works. Individuals become members of 
W by making an annual contribution to W of 
$q. Each year, W offers members an oppor-
tunity to travel as a group to one or more 
major cities in the United States or abroad. 
In each city, tour participants are provided 
tickets to attend a public performance of a 
play, concert or dance program each evening. 
W also arranges a sightseeing tour of each 
city and provides evening receptions for tour 
participants. W views its tour program as an 
important means to develop and strengthen 
bonds between W and its members, and to in-
crease their financial and volunteer support 
of W. W engaged a travel agency to handle 
logistics such as accommodations and trans-
portation arrangements. No educational ma-
terials are prepared by W or provided to tour 
participants in connection with the tours. 
Apart from attendance at the evening cul-
tural events, the tours offer no scheduled in-
struction, organized study or group discus-
sion. Although several members of W’s ad-
ministrative staff accompany each tour 
group, their role is to facilitate member 
interaction. The staff members have no spe-
cial expertise in the performing arts and 
play no educational role in the tours. W pre-
pared promotional materials describing the 
sightseeing opportunities on the tours and 
emphasizing the opportunity for members to 
socialize informally and interact with one 
another and with W staff members, while 
pursuing shared interests. Although W’s tour 
program may foster goodwill among W mem-
bers, it does not contribute importantly to 
W’s educational purposes. W’s tour program 
is primarily social and recreational in na-
ture. The scheduled activities, which include 
sightseeing and attendance at various cul-
tural events, are not part of a coordinated 
educational program. Therefore, W’s tour 
program is an unrelated trade or business 
within the meaning of section 513(a). 

[T.D. 8874, 65 FR 5773, Feb. 7, 2000; 65 FR 
16143, Mar. 27, 2000] 

§ 1.514(a)–1 Unrelated debt-financed 
income and deductions. 

(a) Income includible in gross income: 

(1) Percentage of income taken into ac-
count—(i) In general. For taxable years 
beginning after December 31, 1969, 
there shall be included with respect to 
each debt-financed property (as defined 
in section 514 and § 1.514(b)–1) as an 
item of gross income derived from an 
unrelated trade or business the amount 
of unrelated debt-financed income (as 
defined in subdivision (ii) of this sub-
paragraph). See paragraph (a)(5) of 
§ 1.514(c)–1 for special rules regarding 
indebtedness incurred before June 28, 
1966, applicable for taxable years begin-
ning before January 1, 1972, and for spe-
cial rules applicable to churches or 
conventions or associations of church-
es. 

(ii) Unrelated debt-financed income. 
The unrelated debt-financed income with 
respect to each debt-financed property 
is an amount which is the same per-
centage (but not in excess of 100 per-
cent) of the total gross income derived 
during the taxable year from or on ac-
count of such property as: 

(a) The average acquisition indebted-
ness (as defined in subparagraph (3) of 
this paragraph) with respect to the 
property is of 

(b) The average adjusted basis of such 
property (as defined in subparagraph 
(2) of this paragraph). 

(iii) Debt/basis percentage. The per-
centage determined under subdivision 
(ii) of this subparagraph is hereinafter 
referred to as the debt/basis percentage. 

(iv) Example. Subdivisions (i), (ii), 
and (iii) of this subparagraph are illus-
trated by the following example. For 
purposes of this example it is assumed 
that the property is debt-financed 
property. 

Example. X, an exempt trade association, 
owns an office building which in 1971 pro-
duces $10,000 of gross rental income. The av-
erage adjusted basis of the building for 1971 
is $100,000, and the average acquisition in-
debtedness with respect to the building for 
1971 is $50,000. Accordingly, the debt/basis 
percentage for 1971 is 50 percent (the ratio of 
$50,000 to $100,000). Therefore, the unrelated 
debt-financed income with respect to the 
building for 1971 is $5,000 (50 percent of 
$10,000). 

(v) Gain from sale or other disposition. 
If debt-financed property is sold or oth-
erwise disposed of, there shall be in-
cluded in computing unrelated business 
taxable income an amount with respect 
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